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The Bank publishes from time to time in this 
REvIEW signed articles by exponents of different theories 
on questions of public interest. The Bank is not 
necessarily in agreement with the views expressed in 
these articles. They are published in order to stimulate 
free discussion and full inquiry. 





The European Trade and Payments 
System 
A Study in Co-operation 
By Robert Marjolin 


Secretary General, Organization for European Economic Co-operation 


ROBLEMS of trade and payments lie at the heart of 
economic co-operation in Europe, and it is towards their 
solution that the main energies of the Organization for 

European Economic Co-operation are bent. The eighteen 
countries of Europe which, together with the United States and 
Canada,' make up the O. E.E.C. show a very keen interest in 
trade and payments questions, and more important results have 
been achieved by the O.E.E.C. in that field than anywhere else. 

The purpose of the present article is to sum up the results 

achieved by this activity and to analyse the difficulties that 
remain to be overcome. It will also attempt to show what 
bearing the O.E.E.C. experience to date may have on any future 
trade and payments system—and, in particular, on a system in 
which currencies were generally convertible and the liberaliza- 
tion of trade world-wide. But convertibility, as such, and the 
conditions necessary for its realization, will not be discussed. 


THE RECORD OF THREE YEARS 

The present system of intra-European trade and payments 
was set up in the middle of 1950, after many months of dis- 
cussion. While a number of individual decisions—particularly 
on matters of trade—have since revealed facets not evident at 
the time, the structure of the system has remained unchanged. 
This system has two main parts—the European Payments 
Union (E.P.U.) and the rules for the liberalization of intra- 
European trade. The E.P.U. is a system for the multilateral 
offsetting between Members of their debts and credits towards 
one another? and for their ultimate settlement by gold and 
dollar payments or by credit, according to a scale laid down in 


1 The United States and Canada are not formal Members of O.E.E.C., but they take 
an active part in all its work. 

® The system also covers the associated monetary areas of Member countries; thus 
the balances of the United Kingdom in the E.P.U. represent the net result of all the 
transactions in sterling entered into by other Members. 
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advance. In the rules for the liberalization of trade, the 
Organization aims at the abolition of quantitative restrictions 


in private intra-European trade and the removal of restrictions | 


on current invisible transactions. It has not, up to the present, 
taken decisions concerning the extent of State trading or the 
level of tariffs. 

The development of the E.P.U. and the liberalization of 
trade are closely related. A major purpose of the E.P.U. is to 
eliminate foreign exchange problems as a cause of trade dis- 
crimination, and to make a wider liberalization of trade possible. 
Trade free of quantitative restrictions would hardly be feasible 
in Europe without the E.P.U.—or, at least, without some 
multilateral payments system. And while a sort of E.P.U. 
might be made to work in a setting in which trade was entirely 


restricted, such restrictions would have to be based on rules’ 


generally accepted by all Member countries; some sort of 
agreement on commercial policies is clearly essential if the risk 
of individual countries engineering a favourable position with 
the E.P.U. through trade restrictions is to be avoided. It is 
probably no exaggeration to say that one of the most important 
developments since the war in the field of international pay- 
ments relationships has been the linking of commercial and 
financial rules through the intra-European trade and payments 
system. And the success achieved makes it clear that such a 
link must henceforth be maintained, whether the system 
adopted is regional or world-wide. 

No measurement can be made of the E.P.U.’s contribution 
to the economic progress of Europe, but it is noteworthy that, 
the volume of intra-European trade is now about twice as great 
as in 1948, and some 4o per cent. higher than in 1938. Such an 
increase would not have been ible without an arrangement 
for multilateral settlement which did away with the need for 
each country to maintain approximate balance in each of its 
bilateral payment relationships. The expansion of trade has; 
been stimulated also by the fact that the E.P.U. arrangements 
provide for the granting of a certain amount of credit. 
Countries have thus been able to incur moderate payments 
deficits without the fear of depleting their already dangerously 
low gold and dollar reserves. 

e total amount of transactions cleared through the 
E.P.U., which, in effect, equals the sum of the transactions of 
each Member country with all other Members and their 
associated monetary areas, cannot easily be established; it 
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may, however, be estimated at about $70 to $80 billions' for 
the first three years of the Union’s existence (July, 1950, to 
June, 1953). As a result of these transactions, bilateral deficits 
and surpluses totalling $20 billions were reported to E.P.U.’s 
Agent.? Of this amount, $9 billions were settled by multilateral 
compensation, and $6 billions were settled by what may be 
described as “‘ compensation through time ”—that is to say, 
the reversal of various countries’ positions within the E.P.U. 
Of the remaining $5 billions, $350 millions were settled by 
special resources granted by the United States, $1 billion were 
settled mainly through initial positions (grants by creditors to 
debtors) and in various other ways, $2-1 billions were settled 
by credit granted to the Union by creditors and by the Union to 
debtors, and $1-5 billions were settled by net gold payments to 
and by the Union. 

The fact that these es are obtained by the addition of 
bilateral surpluses and deficits involves double-counting ; over 
the period in question, net gold payments by debtors amounted 
only to about $800 millions a the net credit granted by the 
countries in surplus to about $1-1 billions.’ In short, the net 
amount of gold required over a three-year period for settling 
the transactions of the E.P.U. represented only about 1 per cent. 
of the total transactions involved ; and the credit operations of 
all kinds involved in the settlements amounted to about 
1-5 per cent. of the total. The main benefit that Members 
derived from the E.P.U. was that they were enabled to settle 
transactions between themselves with relatively small move- 
ments of gold. 

If the E.P.U. had not existed, the facilities for com - 
tion and credit would have had to be provided either by the 
governments of the countries concerned or by the financial 
institutions of the principal banking centres. Neither were in 
a position to do this on a scale commensurate with that achieved 
by the E.P.U. Not only would it have been difficult to obtain 
sufficient financial facilities, but in the absence of an inter- 
national agreement of the kind represented by the E.P.U., no 
private or public agencies would have been prepared to take 
the risks involved. Only with a system such as the E.P.U. is it 
possible, by fixing the borrowing limits applicable to individual 

* The unit of account employed by the Union is equal to the U.S. dollar. 
* The Bank for International Settlements in Basle. 


* During the same period, gross gold payments by debtors to the Union amounted to 
$2-3 billions and gross credits granted by creditors to the Union to $3-2 billions. 
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countries in advance, to agree that within these limits all 
currencies are to be treated as equal. Beyond the limits the 
problem does not arise, because settlements are made b 
debtors wholly in gold. The system also requires a s 
working capital ; in the present case, this amounted originally 
to $350 millions and was provided by the United States 
Government. 

The progress accomplished in the liberalization of trade 
is equally impressive. The mark at present set is that each 
country should abolish quantitative restrictions on 75 per cent. 
of its private imports. Many countries have in fact set free 
between 90 and gg per cent. of their private trade, but a few 
countries—and most important of all, France—are considerably 
short of the legal minimum. 

It is difficult to say to what extent the liberalization of 
trade by itself has helped to increase the volume of intra- 
European trade. Its principal effect has been to restore a 
certain competition between producers in different countries, 
and to help to raise productivity. Any doubts as to its success 
in stimulating industry and agriculture to greater efforts should 


be dispelled by the clamour often aroused on the part of | 


— when particular governments decide to extend their 
iberalization measures or to restore the liberalization that they 
had previously suspended for balance of payments reasons. 
A major economic problem confronting governments and 
monetary authorities is how to adapt their own economies to 
changing world conditions. The changes in the world today— 


and the adaptations needed—are many and great. But within , 


the last fifteen years, the elbow-room allowed to governments 
and the monetary authorities has much decreased. Deflation 
can only be resorted to within narrow limits; and in many 
countries alterations of exchange rates have become so bound 
up with emotional considerations that they can hardly be 


regarded as a normal means of adjustment. Thus even minor , 


adjustments may require considerable time. 

It is just this respite that the present system of European 
trade and Fw opprenye provides to governments in difficulty. 
They can draw on the credits automatically provided by the 
system and thereby reduce the strain on their own reserves. 
They are entitled to suspend their liberalization measures 


1 The percentages are calculated on the basis of imports in 1948 (1949 for Germany). 
Thus they do not indicate the fact that a country may be maintaining quantitative restrictions 
dh one which were not imported, or imported only in negligible quantities, during the 

year. 





prese 
solve 
Passe 


ates 


ade 
ach 
ent. 
free 
few 
ably 


1 of 
tra- 


ries, 
cess 
yuld 


t of | 


heir 
they 


s to 
_ 


thin , 


ents 
tion 
lany 
und 
' be 


inor | 


ean 
ilty. 

the 
ves. 
ures 


nany). 
ctions 
ig the 





5 


temporarily without the risk of reprisals on the part of other 
members. In the last two years, for example, when the United 
Kingdom and France reimposed quantitative restrictions, for 
balance of payments reasons, on part or all of their imports, 
creditor countries such as Italy, Germany, Belgium, the Nether- 
lands, Sweden, Switzerland and Portugal eased the position of 
the debtors by liberalizing their own imports well beyond their 
legal obligations. On several occasions, moreover, the E.P.U. 
has extended special credits in order to give debtor countries a 
— in which their corrective measures could take full 
ect. 

In allowing the suspension of liberalization measures, or in 
granting special credits, the O.E.E.C. Council has generally 
made recommendations as to the steps which the country 
concerned should take to improve its position. Few things are 
more difficult to obtain than appropriate behaviour by creditors 
and debtors in conditions of balance of payments dis- 
equilibrium. There are grounds for suggesting that, in the 
present system of European trade and payments, an answer 
has begun to be worked out. 

An essential réle in the system is played by the Managing 
Board of the E.P.U. and the Steering Board for Trade. While 
the automatic features of the system are important, many 
problems must be solved on an ad hoc basis, if the economy of 
Europe is not to be placed in a strait-jacket. Such problems 
fall to the lot of the two Boards, composed of experts 
distinguished for their competence and authority in the 
monetary or trade field. In their regular examination of the 
position of each country, the Boards are able to discuss economic 
and financial policies with the experts of the government 
concerned. These examinations provide an opportunity for 
the Boards to suggest recommendations that the Organization 
might make to the country concerned, together with collective 
action which other Members might take to improve that 
country’s position. Both Boards work in co-operation with the 
Economic Committee of the O.E.E.C. 


THE PROBLEMS TO SOLVE 
The preceding paragraphs have tried to illustrate the 
main achievements of the system of trade and payments at 
present in force in Europe. But for each problem already 
solved, another awaits solution; and these must rapidly be 
passed under review. 








Some of the problems stem from the nature and limitations 
of the present system of trade and payments in Europe, and 
would disappear if sterling and the currencies of the other | 
principal European countries should become convertible. But 
some are more deeply rooted and, since they are linked with 
the whole economic and social outlook of our times, would 
continue even after general convertibility was achieved. The 
O.E.E.C.’s present efforts to overcome this second category of 
difficulties have, thus, a value irrespective of the framework 
within which the Organization works. 

The first problems to be considered arise out of the fact 
that the E.P.U. and liberalization of trade system operates on 
a regional basis and that some very important trading countries 
fall outside its scope. The E.P.U., since its inception, has 
constantly encountered problems raised by the emergence, 
of extreme creditors in the system—the most difficult being 
those of Belgium in the past, and of the Federal Republic of 
Germany now. In the agreement setting up the E.P.U., nothing 
was said about the settlement of surpluses over and above a 
country’s quota, and it is left to the Managing Board and the 
Council of the O.E.E.C., in each case that arises, to work out 
special arrangements. This method, of course, has the great 
advantage of making it possible to reach arrangements suited 
to the particular circumstances involved. These may differ 
widely according, for example, to whether the country’s total 
balance of —— is in ee equilibrium, or whether 
it is in over-all lus as well as in surplus with the E.P.U. area. 

In the case of the country in over-all balance, the problem 
to be solved stems largely from the geographical limitations of 
the E.P.U. But in the case of an over-all creditor, the problem 
would exist whatever the system in force—even at a time of 
general convertibility—unless other countries (or perhaps a 
general stabilization fund) were ready to make continuous 
settlements in gold. 

A second problem springing from the geographical ! 
limitations of the European system is that of discrimination 
against imports from outside countries and—in particular— 
against North American products. The liberalization of trade 
is, for the main part, confined by Member countries to their 
imports from other Members or their overseas territories.’ 
But real as it is, the importance of this problem should not be 
exaggerated. The liberalization of trade in Europe does not, in 


* Trade within a single monetary area is not considered in this respect. 





conve 
rates 

consi: 
discu: 
witho 


econo 
war Vv 
trade 
Satisf: 


tions 
and 
other | 
But 
with 
rould 
The 


ry of 
work 


» fact 
Ss On 
itries 


rence | 


e1ng 
lic of 
thing 
ve a 
i the 
K Out 
great 
uited 
differ 
total 
ether 


blem 
ns of 
blem 
ne of 
ips a 
uous 


ical ! 
ation 
lar— 
trade 
their 
ries. 
ot be 


7 


fact, reduce the purchasing power of Member countries in 
North America; rather, by helping to improve their com- 
petitive position, it tends to increase their ability to purchase 
goods from countries lying outside the system. The fact that 
certain Member countries have recently taken steps towards a 
freer import policy in respect of North American goods shows 
that the European system is not, in its actual operation, an 
exclusive one. 

The policies adopted by Member countries to overcome 
temporary difficulties in their balance of payments have not 
always escaped criticism from other Members. The fact that 
certain countries have reimposed quantitative restrictions, and 
have been slow to remove them, has led others to feel that 

rogress towards liberalization was being frustrated by a certain 
lack of reciprocity and that they were making all the sacrifices 
without receiving any of the compensatory benefits. This 
admittedly serious problem is a consequence of present-day 
attitudes to economic and social questions. Countries are 
forced to reimpose quantitative restrictions in times of balance 
of payments difficulties, because they do not feel they can run 
the risk of the serious unemployment which might arise if they 
adopted severe deflationary measures. And if only moderate 
deflationary measures are resorted to, it is likely that the 
relaxation of quantitative restrictions will come only gradually. 

The above argument obviously has its limitations. If a 
Member country, especially an important one from the trade 
point of view, were to suspend trade liberalization for balance of 
payments reasons, without taking appropriate measures to put 
itself in a position to lift the new restrictions within a reasonable 
time, the whole system of European trade liberalization would 
be jeopardized. 

The problem of the time required for making balance of 
payments adjustments would remain under a system of full 
convertibility. Only two remedies for it exist : either exchange 
rates must be changed more frequently, or reserves must be 
considerably increased. The latter is too obvious to need 
discussion here, while the former is a remedy which is not 
without drawbacks. 

One final remark on this point remains to be made. The 
economic upheavals that followed the outbreak of the Korean 
war were so violent that it is doubtful whether any system of 
trade and payments could, in such circumstance, have worked 
satisfactorily. A properly constructed system must be expected 
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to stand up to moderate fluctuations in prices, in the volume 
and terms of trade, and in the balance of payments. But the 
rise of raw material prices to such dizzy heights as in 1950-51, 
and their subsequent collapse, was an upheaval that could only 
have been dealt with by extraordinary measures. No normal 
trade and payments system could, by itself, have stood up to 
strains po stresses of this magnitude and avoided the crises 
that ensued. 

Apart from the quantitative restrictions maintained by 
countries for balance of payments reasons, there remain the 
restrictions that must be ascribed to non-monetary causes. 
Some countries, for example, justify the maintenance of 
restrictions on certain products on the grounds that other 
countries restrict the export of the raw materials used in making 
them. Restrictions are justified also, in some cases, on the 
grounds that the import of a particular product is restricted by 
nearly all countries and that, in the absence of export outlets, 
the home market must be assured to the national producer. 
But most of the restrictions that are not justified on balance of 


payments grounds are based on the wish to limit competition | 


on the home market. Frequently, arguments of national 
security and of the need for a balanced economy are brought 
forward to justify such restrictions; the result is that trade 
in agricultural commodities is particularly restricted. The 
complex problem of protectionism in Europe cannot be 
analysed here. But it is clear that many of the fears aroused 


by the prospect of even a partial abolition of the remaining | 


restrictions are groundless. In most cases the difficulties could 
be overcome if liberalization were brought about by stages. 
One last difficulty that must be mentioned arises from the 
fact that Europe’s effort to set trade free has been concentrated, 
so far, on the elimination of quantitative restrictions. While 


these constitute an essential part of most protective systems, | 


they do not stand alone. Countries whose tariffs are low have 
frequently raised the objection that the O.E.E.C. asks them to 
give up their only means of protection, but makes no attempts to 
attack the high tariff barriers which other countries use for 
protective purposes. 

These problems became particularly acute when, for 
balance of payments reasons, quantitative restrictions were 
reimposed on a wide range of goods by the United Kingdom at 
the end of 1951 and on all goods by France a few months later. 
Conditions have improved markedly since the United Kingdom 
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restored liberalization to the 75 per cent. mark in November, 
1953. But further substantial advances towards freer trade may 
not be possible until France again fulfils her obligations under 
the rules of liberalization. 


THE EUROPEAN SYSTEM AND CONVERTIBILITY 

Even a system of full convertibility would find itself 
confronted with problems little different from those with which 
the present European system is trying to grapple. The questions 
of protection, in particular, and the means whereby countries 
can adapt themselves to changing economic conditions, will 
remain as major problems. The efforts now being made to 
overcome these difficulties may, accordingly, be said to have a 
value that transcends the existence of the O.E.E.C. itself. They 
will, indeed, help the re-establishment of general convertibility 
—the reiterated aim of the O.E.E.C. and the E.P.U. 

But it is often suggested that, through its very existence, 
the European system may delay progress towards convertibility, 
whether this is to be made by ail European countries together, 
or by those best placed to move quickly towards it. While this 
suggestion cannot fully be answered in the present article, 
some aspects of it must be discussed. 

It may, in particular, be asked whether the amount of 
credit available through the E.P.U. does not constitute a 
feather-bed on which the debtor countries can dream in peace, 
with nothing to spur them to make the changes necessary in 
their own economies. Expert opinion, however, seems to be 
united in recognizing that a major obstacle to progress towards 
convertibility lies in the lack of international liquidities and 
that no international monetary system can work in the absence 
of short-term credits. And the purpose of E.P.U. credits is 

recisely to make the foreign currency reserves of central banks 
ess insufficient, and thus partially to fulfil the réle previously 
played by the banking system. 

It is important, in this connection, to note that the volume 
of credit available through the E.P.U. is relatively small. The 
maximum theoretical amount is about $1-4 billions, of which 
about $1 billion are now being utilized. The total amount of 
credit utilized within the framework of the bilateral payments 
agreements in force before the creation of E.P.U., was between 
$800 and $900 millions ; at that time, however, the volume of 
trade was considerably less than today. 

Another question frequently asked is whether the 








Io 


liberalization of trade in Europe hampers the increase of 
exports to non-European countries, and, in particular, of 
exports to North America. It is, of course, possible that some 
goods may be diverted from the United States or Canada 
towards the European market as a result of the progress of 
liberalization. But at a time when unused capacity is 
increasingly being found in Europe, it is highly unlikely that 
this is true to any important extent. And on the other side 
of the coin, it has to be recognized that as the result of the 
present system, the O.E.E.C. is exerting constant pressure on 
debtor countries to put their houses in order, that some degree 
of competition between national industries long previously 
protected is being re-established, and that the encouragement 
of production on a larger scale is contributing to increased 


efficiency. In this way, liberalization of trade is helping the | 


improvement of Europe’s competitive ability in the markets of 
North America and other outside countries. 

More difficult to answer is the question whether particular 
countries, whose currencies are relatively strong, would advance 
more quickly towards convertibility if they did not adhere to 
the European system of trade and payments. There is, of 
course, some truth in the suggestion that the countries con- 
cerned might be held back by other Members of the system 
who had not yet eliminated inflation. A country suffering from 
inflation, or with an imperfectly adjusted exchange rate, might 
offer a particularly easy target for the exports of other Member 
countries. But such a country would soon exhaust its credit 
facilities in the E.P.U. and, reaching a point where the whole 
of its deficit had to be settled in gold, would reimpose 
quantitative restrictions on imports. When this happened, 
the country would cease, from this standpoint, to be an effective 
Member of the system, and would no longer exert a harmful 
influence on the soundness of other Members’ currencies. 

It has also to be recognized that a country with a relatively 
strong currency and a regular surplus in trade with other 
Members does not draw full advantage from its position. In 
the first place, it grants credits to the other countries within, 
and often beyond, the limit of its tah and in the second, 
the present European system generall results in the import 
= of creditors being more liberal than those of debtors. 

he argument, which can be variously presented, is that if the 
creditor granted smaller credits and liberalized no more than 
the debtors, the more rapid increase of its reserves would enable 
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it to make its currency convertible. But is it, in fact, desirable 
that one European country should achieve convertibility by 
siphoning off the reserves of others? And if so, is it really 
likely that other countries will watch their reserves thus 
running away without taking measures, if necessary dis- 
criminatory ones, to stop the drain ? 

This is yet another of the problems that, far from being 
peculiar to the present European régime, would exist with 
equal force under a system of full convertibility. It would, 
of course, be considered normal in a situation of general 
convertibility that a country in surplus with the rest of Europe 
but in deficit with the outside world should earn gold from the 
one to settle its debts with the other. And it might even be, 
for a time, that a country might maintain an over-all surplus in 
its balance of payments, so long as the reserves available else- 
where were sufficient to enable convertibility to be safeguarded, 
and the creditor in question had adopted the most liberal policy 
possible in respect of imports and invisible transactions. But 
convertibility could not be continued without discriminatory 
commercial restrictions if an extreme creditor position were to 
be too long maintained. 


LESSONS AND PROSPECTS 

The trade of European countries with each other, and 
their payments with each other and much of the rest of the 
world, have, after more than twenty years, been restored to 
some sort of order by the E.P.U. and the liberalization of 
trade. The present European system has managed to survive a 
number of serious crises, and has helped Member countries 
to adapt their economies to rapidly changing world conditions. 
The following conclusions would seem to emerge from this 
experience. 

So long as wider convertibility of currencies and liberaliza- 
tion of trade are not feasible, a system such as the present, which 
covers payments over an area far beyond the boundaries of 
Europe, must be firmly maintained. But during this period 
there is much that, in close liaison with the United States, the 
European system can achieve. Protectionist measures which 
maintain each country’s economy in artificial seclusion must be 
reduced. The means whereby countries may adjust themselves 
to internal or external disequilibria must be improved so as to 
avoid, as far as possible, the need to revert to quota restrictions 
on imports and to shorten the time during which they are 
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reimposed. The liberalization of trade in the overseas terri- 
tories of Member countries must be extended. Greater progress 
must be made in freeing trade in sectors such as agriculture 
where, until now, it has been rigorously controlled. To make 
such efforts in no way rules out the possibility of pursuing 
others—such as the progressive freeing of imports from North 
America—which aim at creating a trade and payments system 
of wider scope. 

Many valuable lessons for a future system of world-wide 
convertibility and liberalization may be drawn from Europe’s 
experience in the field of trade and payments since 1948. It is 
far more useful to study this experience, and to adapt it to new 
conditions, than to try to recapture the conditions prevailing in 
1914—or, indeed, in 1929. The clock cannot thus be turned 


back on the vast intervening changes that have taken place in | 


the balance of political forces, in the outlook of the public at 
large, in the extent to which men have developed greater 
knowledge of the factors shaping their destiny, and in the extent 
to which they are prepared to sacrifice other objectives in order 
to keep the pattern of trade and payments tidy. 

The first lesson of all is that the rules of conduct in inter- 
national monetary transactions and in commerce must be 
closely linked. The former, indeed, condition the latter, 
because freedom of trade is impossible without adequate 
multilateral payments arrangements. But the proper working 
of an international monetary system depends in large measure 
on the rules that govern international trade, on whether or not 
they are strictly applied, on how far creditors apply them more 
generously than debtors, and on whether they can be 
temporarily suspended in the face of payments crises that affect 
one or more countries; the rules of trade must be fully co- 
ordinated with those which govern payments. 

Secondly, it is the behaviour of debtors and creditors, both 
in normal times and in times of crisis, that will determine 
whether a system of convertibility will function well or badly, 
whether it can stand up to internal and external upsets, and how 
far it will be accompanied by a liberal trading system. This is 
not a problem that the present European system of trade and 
payments has fully solved; but the system has developed a 
certain code of rules of behaviour which represents a welcome 
advance upon the conditions prevailing before the war. 
Constant pressure is brought to bear on debtor countries to 
adjust their domestic economies so that they may balance 
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their external payments and liberalize their imports. Certain 
cases are still under discussion in the O.E.E.C.; but all other 
debtor countries have, within a reasonable time, taken the 
measures that were essential to enable them to remain effective 
Members of the system. 

Countries in surplus with the E.P.U. have not only granted 
the credits demanded of them by the rules of the Union, but 
also have agreed, within certain limits, to grant additional 
credits outside their formal quotas ; credits of this nature in no 
way ease the position of individual debtors, and have never 
involved any relaxation of the pressure exerted upon them to 
put their houses in order. Most important of all, creditors 
have been willing to liberalize their imports, not only to a 
greater extent than debtors, but even in excess of their obliga- 
tions under the Code of Liberalization. The European system, 
in short, has made a substantial contribution towards a 
definition of “‘ a good creditor policy.” 

The third lesson to be drawn from the experience of the 
last few years concerns the measures that can be used in the 
modern world to overcome internal or external disequilibria. 
Some measure of deflationary action has proved necessary in 
all the cases where extreme debtor positions have had to be 
cured ; but it has been found that the deflationary action taken 
was strictly limited and that other prescriptions had simul- 
taneously to be followed. Many of the alternative prescriptions 
took time to become effective, so that the debtor needed 
temporary assistance and freedom to reimpose controls on 
imports for a certain period. It would be illusory to think that 
this situation would be radically changed by the re-establish- 
ment of general convertibility. 

One final lesson may be drawn from Europe’s experience. 
The existence of a small group of highly qualified individuals, 
each holding a position of importance at home but willing to 
devote up to a week each month to discussing the business of 
the community, is an invaluable adjunct to any international 
system. A system of general convertibility, no less than the 
present European system, will need the equivalents of the 
Managing Board of the E.P.U. and the Steering Board for 
Trade. 

* * * 

A few words on the prospects of the European system 
may be appropriate here. At its session at the end of October 
last, the Council of the O.E.E.C., meeting at ministerial level 
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under the chairmanship of Mr. Butler, reaffirmed its adherence 
to the objective laid down in the first article of the Code of 
Liberalization—the complete abolition of quantitative import 
restrictions between Member countries. The Council explicitly 
recognized that such an objective could not be obtained unless 
certain prior conditions were fulfilled. But if governments are 
really determined to succeed in the further liberalization of 
intra-European trade, there are no grounds for fearing that the 
fulfilment of the necessary conditions will prove impossible. 
One of the most important of them is that France should once 
again comply with her full obligations under the Code. The 
Council of Ministers decided to meet again before the 1st April, 
1954, to determine what further concrete measures could be 
taken to remove the remaining quantitative restrictions on 
trade between Member countries. 

Never has a time been more favourable to progress in this 
direction than the present. The quota system arose in Europe 
out of the Great Depression and was strengthened by the war. 
But economic activity is now at a record level and unemploy- 
ment, with one or two notable exceptions, practically non- 
existent. If Europe cannot, in these conditions, quickly rid 


itself of the quota system—that extreme form of protection— _ 


its ability to achieve more ambitious projects may well be 
seriously questioned. It is obvious that certain limited excep- 
tions will have to be made when decisions to abolish the 
remaining quantitative restrictions are taken ; industries with 
a genuine strategic importance may continue to need that form 


of protection, and the escape clause permitting the temporary | 


reimposition of quotas in case of balance of payments difficulties 
would have to be maintained. But any such latitude which may 
be permitted in the future must be subjected to the strictest 
possible conditions. 

One of the difficulties which will have to be overcome 
before complete liberalization can be achieved is the unwilling- 
ness of some countries to dismantle their protective systems 
because of their fear of the consequences of an economic 
recession in the United States. The point may be made at 
once that there seems, at present, a very real danger that 
constant pre-occupation with the possibility of an American 
recession may entirely paralyse Europe’s initiative and prevent 
any further progress. And it should be clear that the most 
important step that Europeans could take jointly to soften the 
shock of an American recession would be to enlarge and con- 
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solidate the common market in Europe. If each country of 
Europe tried to protect itself by erecting barriers against its 
neighbours, there could be little hope for any of them. Unless 
there were in Europe a wide market fairly free from restrictions, 
we could not hope to maintain a high bed of employment in 
the face of an American recession. 

Trade and payments in Europe, not the general level of 
economic activity, are the subject of this article. But it is 
perhaps appropriate to add, by way of a postscript, that while 
the existence of a satisfactory trade and payments system can 
create the conditions in which economic expansion could take 
place, it cannot supply the motive force that such expansion 
would require. An expanding free economy relies primarily 
upon the dynamism of private enterprises. But private enter- 
prises today cannot be viewed in isolation from the State. Their 
behaviour largely reflects the incentives—or lack of incentives— 
that the State provides by its monetary, fiscal and budgetary 
policy. And the modern State plays a further and ve 
important réle as one of the largest business enterprises of all, 
its own investments at home and abroad comprising a significant 
proportion of total investment activity. 

A policy both of expansion and of freer trade is required 
to solve Europe’s problems. Progress towards a more pros- 
perous Europe is possible only through the closest co-ordination 
of the two. 

ROBERT MARJOLIN. 
Paris. 


December, 1953. 
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The House of Lords and Its Reform 
By D. W. Brogan 


T is traditionally one of the merits of the British Con- 
k stitution that under the cover of old forms it makes 

possible profound changes. Revolutions in Britain take 
place under cover of law and are put into effect with the pomp 
and ceremony of the Middle Ages. Assent is given to bills by 
the representative in Norman French (now la reine le veult) 
and, at times, one would think that the College of Heralds was 
one of the most important institutions in the country. That 
this parade of continuity is a good thing I do not doubt. 
Tradition, habit are valuable ingredients in the political 
cement that any country needs. It is not unimportant that 
some parts of government are picturesque and photogenic, 
especially in this television age. But the cult of tradition has its 
drawbacks, for it may conceal from the spectator the realities 
that lie beneath the gorgeous robes, the political truths that 
lie behind the public fictions. 

Something of that concealment, with some of the natural 
consequences of that concealment, distorts the British picture 
of the réle and powers of the House of Lords and of the 
realities of British government. Laws are formally the act of 
the Queen in Parliament ; in the ritual of enactment, the House 
of Commons plays the least glamorous part. But in fact we live 
for all normal purposes under a single chamber government. 
A party in power has, for nearly four years of the five years of 
any normal Parliament, what amounts to a completely free 
hand. Only ill-defined conventions impose discretion or 
caution on the government of the day. The real sanction is not 
dissidence in the House of Commons or resistance in the 


a 


— 


House of Lords but the view that may be taken of the activities | 
of the government by the tens of millions of electors whose | 


“* mandate ” the government professes to be carrying out. 


“ Well, what of it?’ will be the reply of many sophisticated | 


commentators and, I suspect, the reply of the man in the street. 
In the twentieth century in Britain, the view has been accepted 
that a policy supported bya Parliamentary majority is “ right”, 
right in the only sense to which, in day-to-day administration 
and legislation, one can give the term any meaning. If that is so, 
it is hard to make a case for any Second Chamber and in some 
ways harder to make that case for the House of Lords than for 
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various types of second chambers that could be devised here 
or which exist in other countries. 

What, in fact, is the answer to the old dilemma? If a 
second chamber disagrees with the first it is a nuisance ; if it 
agrees it is superfluous. And there could be no answer if the 
doctrine of the unlimited mandate were beyond question. If 
“ rightness ’’ means no more than what the majority party in 
any given Parliament want, then a second chamber introducing 
in some form or other the idea that rightness is not simply that, 
is superfluous. The Labour party when it was in favour of the 
abolition of the House of Lords had crude consistency on its side. 

What is to be said on the other side? The first and 
possibly neglected consideration is that the Parliamentary 
majority may not even represent the numerical majority of the 
electors. In modern times it seldom does (the great Labour 
majority of 1945 did not, for instance). This argument is not 
conclusive against the right of such a Parliamentary majority 
to govern boldly. We live in a Parliamentary not in a direct 
democracy. But it does deprive the simple “‘ democratic ”’ 
argument of some of its emotional power. What a second 
chamber may be doing at any time is to deprive the repre- 
sentatives of a bare 50 per cent. of the electors of a totally free 
hand to do something intensely disliked by another 50 per cent. 
There is, indeed, in the man in the street’s view of politics some- 
thing of the spirit of the western gambler who didn’t object to the 
dealer’s cheating: “It’s his deal isn’t it?” But politics are 
not quite like poker. The most important function of a second 
chamber is, by some means or other, to limit the audacity of 
elected persons. How far does the House of Lords do that ? 

For once, we have written law, not customary law to guide 
us. We have a written constitution, the two Parliament Acts 
of 1911 and 1949. Together they reduce the impeding function 
of the House of Lords to very little. Over money bills, they 
have no real power at all. Over ordinary bills the Act of 1949 
reduces the delaying power of the House of Lords to the 
last year of a five-year Parliament. For most of the first four 
years the majority in the House of Commons is omnipotent. 
And as far as the government does not do all it might do, the 
presence of the House of Lords has little or no effect on that 
decision. Even to be beaten in the last session in the Lords 
may be a political advantage. The present British second 
chamber is formally one of the weakest in the world. I doubt 
if even the French “ Council of the Republic ’”’ is weaker. 

Since many governments have much more powerful 
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second chambers, and since one government, that of the 
United States, has a second chamber more powerful than the 
first, it is at first sight odd that the House of Lords should be 
so weak. One reason, a decisive reason, is that it is a 
House of Lords, a hereditary legislature. And equally 
important, in the past, when the powers of the House were 
substantial, it abdicated its revising function when Conservative 
governments were in power. These were standard criticisms 
and it is likely that a second chamber with a different basis 
of recruiting would have been able to keep some of the powers 


lost after a great struggle in 1911 and, almost unobserved, | 


between 1947 and 1949. And behind most schemes for 
reforming the House of Lords is the thought that a different 
second chamber would be more powerful by the very fact 
of being differently recruited. What we have got as an Upper 


House is something given by history, not by planning; and | 


not all the gifts of history are equally valuable. 

Ingenious lawyers could draft a bill creating a new upper 
house, one representing local government units, special panels 
of interests, special classes of eminent public servants, could 
fill the chamber with “ notables ” or with delegates of identifi- 


able bodies of interests. Any one of these bodies, on paper, | 


could be made to look more plausible and more modern than 


the present House of Lords or any upper house based on the | 


present House of Lords. But I do not believe that any such 


body could be engrafted on to so old and time-weathered a | 


structure as the “ British Constitution” to any useful effect. 


It would be too new, too functional, its offence to the | 


“* democratic principle ”" be more obvious than the adjustment 
of the present anomalous body to the realities of the age. 

It is probably useful first to deal with the functions that 
the present House of Lords does fulfil, none of them basic to 
the working of the Constitution but some of them helpful in 
its smooth working. Some of these services arise simply from 
the defects of the House of Commons. It is even truer than it 


was in the days of John Stuart Mil! that the House of Commons | 


is a very imperfect legislating body. It has, in modern times, | 
given over nearly all its legislative power to the Cabinet ; and 
since governments are now supposed to legislate a great deal, 
there is an excessive burden imposed on the Cabinet and on its 
advisers. Ministers and high civil servants are so very much over- 
worked that it would be a miracle if legislation reached the | 
House of Commons in a perfect form. And since one of the | 
surviving functions of the House of Commons is to suggest | 
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minor modifications (often for political reasons), a bill may be 
badly knocked out of shape and the House of Lords is there to 
restore consistency and symmetry. This useful function is 
sometimes badly described. For it may not be a question of the 
government being brought back to good sense by amendments 
moved in the Lords but of taking the chance to get these 
amendments made. 

But if the claims for this revising function are exaggerated 
at times, there are genuine claims to be made all the same. In 
the Lords there are nowadays always present (if they wish to be 
so) experts on practically every field of human activity from 
horse racing to atomic physics. They have a right to “ speak 
up in meeting”, the government must listen through its 
representatives and a diversity of judgement is provided that 
the rigid party system of the House of Commons makes 
impossible. It is both a convenience and a useful necessity 
that forces a government to have representation in the Lords. 
A convenience because it can find a place of dignity and a 
(rather muffled) sounding-board for men not anxious to endure 
the endless labours of the Commons. It is a useful necessity 
because a government is forced to give some attention, if only 
the politeness of a considered reply, to what is sometimes, if 
not always, serious, weighty and fairly non-partisan criticism. 
And even if the House of Lords is “‘ merely a debating society ”’, 
debating societies have their educational uses. Now that the 
House of Commons is less and less a debating society, the 
maintenance of some intelligent interest in the processes of 
government is a real need. That public interest can be aroused 
is shown on the few occasions when a Commons debate takes 
place outside the ordinary party set-piece system or, more 
recently, when the Lords in the television debate aroused and 
displayed what was for them something like passion. Boredom 
with politics is a disease from which democracies die. The 
present House of Lords does not (despite popular belief) add to 
the boredom and a different House dies might diminish it. 

These are possibly minor but they are real merits and they 
give the present House of Lords a real claim on our attention as 
a body that can provide the basis of a reformed upper house. 
But there is another reason: the House of Lords exists. 

It is an admirable rule when proposing to write on any 
part of the British system of government to turn to the greatest 
political writer who ever adorned the city of London, Walter 
Bagehot. And as usual, Bagehot, in 1867, was writing things 
admirably appropriate to 1953. One of them well worth pondering 








20 


today was his observation that the House of Lords of 1867 
“ has the greatest merit which [a revising chamber] can have. 
It is possible.” What was true in 1867 is true in 1953: the 
House of Lords has the merit of being there, of doing some 
things well, of having still some of the advantages of ancient 
prestige, something of glamour. 

No one will doubt (though some few resent) the importance 
of apparent continuity, of ancient phraseology, of ritual. And 
without, for a moment, comparing the emotional force of the 
monarchy with the far more tepid emotions evoked by the 
sight or by the thought of the House of Lords, it is still worth 
noting that the House of Lords is here, has been here a long 
time, is part of “what every schoolboy knows”, is, on State 
occasions, photogenic and even when it does “ nothing in 
particular” it “ does it very well”, as is sung in that excellent 
political essay, Jolanthe. 

We are dealing, not with the general question of a 
“Second Chamber’’, but with the reform in membership and 
— of an existing second chamber, the House of Lords. 

his is the situation and it would be foolish to deny that it 
introduces many complications into a question difficult enough 
already. It introduces difficulties arising out of international 
treaties (the Act of Union with Scotland in 1707). It introduces 
difficulties arising from a relationship going back much more 
than a thousand years between the Beclesia Anglicana and that 
younger political entity, the Kingdom of England. It introduces 
difficulties arising from the historical accident that this is not 
only the second chamber but formally is the supreme court as 
well. It introduces difficulties arising from an obsolescent 
social structure (in the narrower sense of social). Embedded 
in the “ House of Lords question’ are many centuries of 
history and those centuries affect the problem and the possible 
solutions (in Bagehot’s sense). 

It is worth while trying to free the “ House of Lords 
question ” from some of the Rastenien that time has encrusted 
on it. It is a remarkable fact that one of the two chief engineers 
of the ambush into which the unreformed House of Lords fell 
in 1909 is Prime Minister in 1953. But the world of 1909 is 
remote, indeed, from the world of 1953. Probably in no 
comparable period since the French Revolution have so many 
landmarks been overwhelmed and have so many ancient 
institutions gone for ever. The period between the Parliament 
Act of 1911 and today has been fuller of world-wide revolu- 
tionary change than was the period between 1789 and Waterloo. 
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The first consequence of this change is that the hereditary 
character of the House of Lords is much more anomalous than 
it was when it threw out the Budget in 1909 and accepted the 
Parliament Act in 1911. The present egalitarian assumptions, 
the present “‘ democratic” assumptions, were far from being 
universally accepted then. 

The case is stronger if we look at other political institu- 
tions. If there was universal suffrage in the election of the 
German Reichstag, there was an effective “ three class system ”’ 
in the Prussian Diet that respected property if not mere birth. 
Universal male suffrage was far from being the general rule and 
even in Britain ‘‘ one man, one vote ’’ was a slogan, not a fact, an 
aim, not an achievement. There were plenty of “* undemocratic” 
anomalies in the size of constituencies, in the distribution 
of the franchise, in the shape and organization of local 
government. In that world, an hereditary House of Lords, 
exercising effective political powers, was not in itself an 
institution out of harmony with the spirit of the age. 

In that world, the Parliament Act of 1911 was almost 
revolutionary and the passions its character aroused are 
understandable. It swept away very old historical powers 
and it deprived the established social order of what many people 
regarded as an indispensable safeguard against “ red ruin and 
the breaking-up of laws”. The last view was almost certainly 
erroneous. It had, indeed, as is true of so much in this problem, 
been demolished long before by the sagacious Bagehot, who 
argued that in a really revolutionary situation a body like the 
House of Lords was a totally useless barrier. And as far as 
there was a genuine revolutionary danger in Britain (which 
wasn’t much), either just before or just after the first world 
war, it was probably as well that there was not this rag to irritate 
the red bull. 

But it can be argued, and justifiably, that there are many 
functions other than that of stopping a revolution that a 
second chamber can be expected to perform. That there were 
such functions is ad nen § by the preamble to the Parliament 
Act of 1911 with its promise of House of Lords reform. It is 
now more than forty years since that promise was made and the 
only practical result of the promise has been a little more of the 
original medicine, the Act of 1949 reducing still further the mere 
delaying veto of the Lords. This may suggest, indeed it does 
Sugeest, that many things that “ brook no delay” do brook 
delay and that it is not only in France that it is only the pro- 
visional that lasts. But it is safe to say that the problem of the 
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Lords and the temper in which that problem must now be 
approached are so different from the temper of that day that 
the projects of those remote years have merely historical 
interest. It is even possible, as Sir Ivor Jennings hints, that 
the approach of the Bryce committee of 1918 is today a bit 
remote. We are living in another political world and, to quote 
President Cleveland on the tariff, it is a condition not a theory 
that confronts us. 

What is that condition? It is first of all the profound and 
continuing change in our social structure that makes the present 
House of Lords so unlike that of r911 and would make it 
very unlike had no Parliament Act ever been passed. In rg11, 
the House of Lords, the peerage in general, represented a 
fairly unified, identifiable economic and social group. In 
what was still a hierarchical and inegalitarian society, the 
House of Lords had a place that was important quite apart 
from its political powers. It may not be true now, but it was 
true then, that a great part of the English people, as Byron 
said of Tom Moore, “‘ dearly loved a lord”. There were great 
political dynasties, the Stanleys in Lancashire, the Cavendishes 
in Derbyshire, which still exercised political power without 
having to fight for it. 

It is also true that the House of Lords owed in 1911, as 
for centuries past, much of its political importance to the 
economic importance of its members. Not only were there still 
great and opulent aristocratic families, but there were opulent 
recently ennobled families. It was long since the younger Pitt 
had said that every man with £10,000 a year ought to be a peer. 
Many men with £10,000 a year didn’t want to be peers. “* Mr. 
Hobhouse”’, as was said, did not need a peerage to improve his 
social status and there were great business magnates who did 
not want to improve theirs either. But the House of Lords 
did represent a great part of the economic power of the country. 
The mingling of the territorial and of the business magnates 
that was one of the unique features of English political life and 
that saved the peerage from being a mere noblesse was pretty 
far advanced when the deluge broke in 1914. Taxation, the 
decline of the “ landed interest’’, the coming of a managerial 
society and most important of all, the increase of a levelling 
spirit have made what was both an asset and a liability in r911, 
politically speaking, almost entirely a handicap today. 

The present House of Lords, that is in 1953, does not 
represent any longer a known and identifiable economic and 
social interest—or if it does, half the population regards the 
interest it represents or can be said to represent with suspicion, 
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if not with total distrust. A generation of socialist propaganda 
has created a bias that it is foolish to disregard. It is pointless, 
therefore, to look to a reformed House of Lords to be an 
effective barrier, not merely to red revolution but to very 
substantial economic and social changes if there is a government 
based on the House of Commons with a “ mandate ’”’ to 

them out. The doctrine of the mandate may be dangerous and, 
in its naive forms, foolish ; I think it is; but it is a doctrine 
that half the voters, more or less consciously, accept. Whatever 
the House of Lords, reformed or unreformed, may do, it cannot 
alter these facts of political life or their consequences. It is 
over fifty years since Professor Ritchie noted the shift in political 
thought “from Paine to Maine’’, but that shift was only in 
naturally conservative circles. Paine is still the political thinker 
of the average voter and what the average voter thinks he wants 
is “right”. Any attempt, by creating or altering institutions, 
to prevent his getting it, is regarded as a form of cheating and 
the Englishman’s wrath is easily roused when he thinks he is 
the victim of a “ fix” in sport or politics. It is crying for the 
moon to hope that a new second chamber with substantially 
increased powers can be created. The retreat of the govern- 
ment from its promise to restore the University seats is proof 
enough of that. The spirit of the age is a reality that politicians 
must face. No upper house that can overthrow a government, 
or force a dissolution, or delay and, by delaying, impede the 
execution of the “ mandate”’, will be created; and if, by a 
miracle, it were created it would not, in all probability, survive 
the next general election. Expectations that were not totally 
ridiculous before the last war are absurd now. 

If this be so, it may well be asked why not leave well 
enough alone? The question may be put what gain is there in 
upsetting a traditional institution which, if it does little, does 
that little well? Even the difference of a few months in the 
delaying power which was the ostensible cause of the break- 
down of the last inter-party negotiations seems, to many, 
hardly worth bothering about. With this view people who, like 
myself, are sceptical of the power of creating new institutions, 
who, like Bagehot, believe in the “ possible ’’, must have a good 
deal of sympathy. Yet it is suggested here that the risks are 
worth taking and that the House of Lords, with no extra powers, 
would be a more effective body in the way it is effective now, if 
it were “ reformed ”—which, in this context, means if its 
composition were altered. 

Appearances, after all, are something and a legislative or 
even a 2 ween body with a membership of over eight hundred 
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and a quorum of three is odd in appearance. So is a body many 
of whose hereditary members not only do not attend but do not 
even qualify to take their seats. (It may prove something or 
other that the last account available of the ceremony of taking 
a seat in the Lords appeared in The New Yorker). That the 
real work of the House is not done by the great mass of peers, 
that the composition of the House varies from day to day, from 
subject to subject, so that the small working House of any day 
is not identical with the working body of other days, so that 
many more peers do useful work in the House than is sometimes 
realized, all this is true. But the general public in the age of the 
common man does not know that it is true. It is also true 
that most of the work is done by peers of the first creation or 
by their immediate successors, that is by peers who have earned 
their position in some fashion, or whose fathers have earned it. 
But, again, the public does not know this. All peers are alike 
and are more likely to be thought of as haunters of the modern 
equivalent of the Gaiety stage door than as having been trained 
by self-made parents to be good and industrious public 
servants. 

If, as I propose to argue, the chief value of the House of 
Lords today is to provide a special, privileged forum of 
discussion that a government must pay some attention to, then 
the general prestige of the House is a matter of moment and 
ought to be increased. And that means some alteration of its 
membership, not merely by the exclusion of members of the 
Drones’ Club but by the inclusion of individuals and groups 
who do not or will not become members today. 

A question has very recently been raised that had long 
been considered closed and, if it can be considered to have been 
re-opened, the problem of the réle and reform of the House of 
Lords is seriously modified. Since 1923, when Lord Curzon 
was passed over for the premiership in favour of Mr. Baldwin, 
it has been assumed that a Prime Minister must be a member 
of the House of Commons, that a peer (as long as a peer, as at 
present, is disqualified from sitting in the Commons) is 
incapable of carrying out the functions of Prime Minister. 
The revelation, if it can be called that, by Mr. Amery that a 
large part of the House of Commons in 1940 wanted Lord 
Halifax as the successor to Mr. Neville Chamberlain rather 
than Sir Winston (then Mr.) Churchill, has seemed to some to 
weaken if not destroy the power of the precedent of 1923. 
That the facts are as stated by Mr. Amery, I do not doubt and 
the preference was probably not confined to members of the 
Conservative majority. But itis surely impossible to believe that 
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in the great crisis of 1940 and in the very critical years, in more 
senses than one, that lasted at any rate till El Alamein, any 
peer Prime Minister, even a fence: Sm Chatham, could have 
survived ? 

True, the circumstances in which the Churchill Govern- 
ment came into power were very exceptional, but that explained 
the consideration given to the claims (if that is the right word) 
of Lord Halifax. Those conditions do not seem likely to recur 
except in another comparable crisis and in that situation the 
same considerations would impose a Prime Minister in the 
Commons. That one of the arguments used in 1923 to debar 
Lord Curzon, that the Opposition was hardly represented in 
the upper house, no longer applies, is formally true. There are 
enough Labour peers to make a house. But can we imagine any 
Labour Prime Minister, any ambitious Labour minister or 
would-be minister willingly going to the House of Lords, or the 
party accepting a leader who was in the Lords? If the answer 
is no, then the Conservative leader cannot afford to be in the 
Lords either and the undoubted increase in the importance of 
the Lords that would follow on a peer being Prime Minister is, 
however desirable, unattainable. 

Before the membership is considered, it is necessary to 
consider the possible functions. I have already said that no 
possible British second chamber can be an effective barrier 
to the designs, however nefarious, of a government with an 
effective majority in the Commons—and recent experience has 
shown us how small an effective majority can be. Nothing can 
make of the Lords an American Senate (which, in any case, 
has often been more radical than the House of Representatives) 
or a Supreme Court (which has been for some time a bent, if 
not a broken, reed). Attempts to give the Lords special powers 
in constitutional questions break down as usual on definitions of 
“ constitutional”. Apart from the Protestant succession and the 
rules of royal descent is there any question that all agree is 
constitutional ? Many people thought that the nationalization 
of steel in the fag end of the Labour Government was a “ con- 
stitutional outrage”, but that was a polemical not legal use of 
“ constitutional ’’. More serious was the objection that it was 
against the spirit of the constitution to amend the Parliament 
Act to pass a special piece of legislation at the fag end of a 
Parliament. It was certainly an extreme application of the 
doctrine of the mandate. 

The real functions of the Lords are revision (when the 
government of the day wants revision) and discussion. I say 
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“ discussion” rather than “‘ debate’’, for as Sir Ivor Jennings 
has pointed out, the Lords seldom stage true debates. A true 
debate ends in a vote that has results. But these discussions 
may be of real value. No government, not the most self- 
satisfied, likes being made a fool of and, in a strong House of 
Lords, it might be made a fool of in ways that are not common 
in the House of Commons. For in the Commons the most 
effective criticism is made less impressive by the knowledge 
that the “ duty of the opposition is to oppose.” In the Lords or, 
at any rate, in a reformed Lords, some of the criticism would 
really come from the cross-bench mind. And with the dis- 
appearance of the university members and the disappearance, 
not of the formally “‘ independent ’’ member, but of independ- 
ence in members, the debates in the lower house, even on 
minor matters, are more obvious aspects of the party game than 
ever before. Then (a point I think neglected), the M.P. today, 
not merely the minister or the front-bencher but the most 
humble private member, is simply too busy to reflect or study 
even if he wishes to. He is a consul for his constituency as 
well as a “ legislator.” 

The House of Lords does provide and, probably, could 
more often provide a place for informed, reported discussion 
on topics outside the purview of the government’s programme 
or in advance of its programme. It can also debate, more 
coolly than the House, contemporary topics of great urgency that 
are not debated at all or are debated too politically in the other 
place. And if it be accepted that it is desirable to have ministers 
who are not M.P.’s or do not wish to be, it is highly desirable 
that they be held to account somehow and be given a platform 
somehow, not reduced like American cabinet officers to the press 
conference and cross-table chat with Congressional committees. 

The function of revision is important, too, although for 
the production of mere legislative symmetry other methods 
could be found and, were there no upper house, would be 
found. If it were politically possible, it would be better to use 
the Lords as a first house and send the results of their polishing 
and trimming to the Commons ; but no government can afford 
to lose the chance of expounding all its important policy 
measures before the “ representatives of the people”. 
Revision is none the less a useful and necessary function and 
presumably would be still better done if the House had a 
more varied membership. 

The difficulty of altering the membership of the Lords 
is almost as great as the question of defining and (by hypothesis) 
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increasing the powers. We have the House of Lords and it 
would be an ott: defiance of English tradition to eliminate the 
hereditary peerage. There is nothing to be said in abstract 
democratic theory for giving the existing peerage a right to 
select from their number a proportion of the members of a 
reformed house. But historical continuity is a great deal and 
the principle can be defended on the same grounds that the 
jury system is defended. The “ run of the mill” peer will have 
many of the sentiments, many of the prejudices and many of 
the judgements of the man in the street. His range of experience 
will not be wide enough, it is true, for although practically every 
type of experience is represented in the Lords, we may assume 
that the mass of the peers will not elect the more outlandish of 
their brethren to represent them. But the old schemes that 
divided the House into two equal halves, one half being elected 
by the hereditary peers, the other half chosen by some quasi- 
democratic method, would not, I think, meet the case today. 
A House of Lords, to be stronger than the present House, 
must have less than half its membership sitting by hereditary 
right. I question whether this would greatly affect the tone of 
the House but it would affect its appearance. And appearance 
is a good deal in such matters. 

It seems to me an open question whether the right of 
government to make as many ordinary peers as it likes should 
be interfered with. A peerage is a traditional way of rewarding 
certain kinds of public service and there is no good reason for 
changing that system, if the peerage does not, as such, give 
membership in the Lords. But if, say, one hundred peers are 
to be elected by their brethren and two hundred members 
provided by other means, what are the other means? It seems 
easy, at first sight, to think of functional representation. The 
university seats could be restored in the Lords. But if the 
universities why not the Royal Society or the Royal College of 
Surgeons or the Royal Academy? Why not? But why not 
many more: the Institute of Bankers, the Statistical Society, 
the British Academy or the Society of Antiquaries? In a 
country with rigorously defined institutions of eminence like 
France, such a scheme might be possible. But we have no 
equivalent of the Institut and I see only fuel for heart-burning 
in any scheme of corporate representation. 

The proposal to let local bodies elect was opposed originally 
for reasons that are not necessarily valid now. County councils 
are no longer automatically Conservative and the er of 
electing to the Lords would not introduce party collins into 
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local government; they are there already. But it is unlikely 
that the local bodies, county or city councils, would be any 
better electors of members of the upper house than they 
would have been good regional governors of the B.B.C., to 
recall a misbegotten scheme of a few years ago. 

There seem to be only two practicable methods of recruit- 
ing the new upper house, choice by the House of Commons, 
nomination by the government or (and I see no objection to 
this) a combination of the two. The nomination of “ life 
peers ” is the oldest scheme of House of Lords Reform. It will 
soon be a hundred years since the Lords refused to accept Lord 
Wensleydale as a life peer and thus, so Bagehot thought, threw 
away a golden opportunity of quietly reforming itvelf. Objec- 
tions to giving the power of nomination to the government are 
obvious. The right might be, probably would be, as in Canada, 
used entirely to strengthen the party in power, and in the case 
of a Labour government, faced with the block of elected 
hereditary peers, the temptation would be overwhelming. 
The example of Canada is quoted, where what was intended to 
be an upper chamber of life peers (without titles) became either 
a mere dormitory for the supporters of the government past 
their prime or an arm of the opposition. 

But the weaknesses of the Canadian Senate need not be 
repeated. We have no federal problem to consider. The fact 
that the Canadian Senate is overwhelmingly of one party is 
due to the normal preponderance of one party in federal 
politics. When we have ministers whose period of office 
competes with those of Sir John Macdonald, Sir Wilfrid 
Laurier and Mr. Mackenzie King, we may decide against 
nomination by the government. But, first of all, our reformed 
Lords will not have the great powers that seem so out of 
place in the case of the Canadian Senate. The nominated 
members (or the elected peers) need not have, should not have, 
life tenure and the swing of the pendulum will keep altering the 
formal political complexion of the House. The very reasons 
that make one hope that a government will, if only for prestige 
reasons, want to be well represented in the Lords, make it 
desirable that it should be able to pick worthy representatives 
for that House. If a government were always totally out- 
classed in the Lords, it would be tempted to ignore it. 

The method of selection by the House of Commons could, 
of course, lead to a purely party upper house. With the present 
state of party discipline, a government could get its nominees 
elected about as easily as it could nominate directly. But the 
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House of Commons as an electing body could be made different 
from the House of Commons whose sole duty is to support 
the government. The members could vote, secretly, and their 
choices might surprise the Whips! They could vote in regional 
or in purely accidental panels, chosen by lot like the “‘ bureaux ” 
of the Chambre des Députés in the more or less good old days. 
They could vote as a whole with some system of proportional 
representation. None of these methods would produce an ideal 
second chamber. No method will. For example, members 
with doubtful seats might be tempted to run for the Lords and 
lobby or nobble their colleagues. But the fact that the new 
members of the Lords were the product, even at second-hand, 
of election, would give them a share in the charismatic character 
of elected persons that all peers at the moment lack, except, 
very doubtfully, the Scottish representative peers. 

All the same, it has to be admitted that there is no guarantee 
that the House of Commons would choose many, or perhaps 
any, non-political members of the Lords. It is more probable 
that the government nominating its own supporters to a body 
with few real powers would want some of them to do it credit. 
But a more hopeful way of infusing some independence into 
the Lords is to allow the hereditary, nominated and elected 
members to co-opt members. All bodies develop esprit de corps 
and a reformed House of Lords might want to strengthen its 
prestige by choosing other than political members. 

In previous discussions of such schemes, there has usually 
been found a place for former holders of high offices. But the 
same reasons that make it hard to establish functional repre- 
sentation make it hard to decide what high offices should qualify, 
either automatically or conditionally. Many traditional high 
offices are, in fact, less important than such new offices as 
Director-General of the B.B.C. or Chairman of the Board of one 
of the great nationalized industries. Any hereditary peer should 
be eligible for the House of Commons or the reformed House of 
Lords, without special qualifications, and if that is so, it will 
be hard to justify special qualifications for the non-hereditary 
members of the Lords. 

A minor point needs to be dealt with. The representation 
of the Church of England has, in modern times, fully justified 
itself. The bench of Bishops has been a credit to the House of 
Lords and to the Church. It seems easy, at first, to add repre- 
sentatives of other denominations. But it is much harder in 
practice. It would not be difficult to empower the General 
Assembly of the Church of Scotland to elect representatives. 
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The General Assembly is a Court known to the law. But what 
of the ruling bodies of other churches and what other churches ? 

At best we should leave well enough alone; leave the 
bishops as they are. At worst, their number might be cut. 
And however anomalous may be the position of the “ Law 
Lords ’’, history, habit and real utility justify their membership. 

To sum up, no House of Lords that I can conceive of as 
possible will have much more power than the present House. 
For many people that condemns all schemes of reform. They 
see, we all do, the risks of profound and, in fact, permanent 
changes put through by narrow majorities, working on a 
dangerous doctrine of the “mandate”. They see a real and 
deep division in political philosophy between the parties and 
an end of that agreement on essentials that Lord Balfour thought 
a necessary foundation for the British constitutional system. 
They seek a remedy, which is right, but I think they are 
wrong in seeking it in an increase in the powers of any possible 
second chamber. 

And I think the improvement of a “ mere” discussion 
chamber is worth having today. We hear of the decline in the 
old political habits of debate and discussion. Public meetings, 


we are told, are being killed by television. The rigidity of | 


party discipline in the Commons grows with each election. 
Very Pr Ce bodies of public opinion are not represented 
in the formal party system at all. In such a situation, it is 
something to strengthen the prestige and representative 
character of a traditional body in which all questions can be 
discussed and in which the government, for very shame, must 


make some attempt to answer arguments or even only questions | 


that it can ignore in party conferences, in the House of 
Commons or even on the highly rationed air. 


D. W. BroGan. 
Peterhouse, 
Cambridge. 
December, 1953. 
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The Evolution of Shopkeeping 
By Basil Yamey 


HERE are over half a million retail establishments in this 

country—one shop, of one kind or another, for every 

hundred members of our nation of shopkeepers. These 
shops are owned by about 400,000 firms, ranging in size from 
the little corner news-agency business to the giant multiples 
which “oy throughout the land. They employ just under 
two and a half million working proprietors and full-time or 
part-time workers—on the average there is one shopkeeper or 
shop worker for every five families. Total sales approach 
£5,000 millions per year. Of each five pounds passing over the 
shop counter, one pound goes to meet the expense of running 
shops and to remunerate the shopkeepers and their staff. 

These statistics are derived from the first official census 
of distribution, for the year 1950, the results of which are now 
being published. The census shows, further, that large-scale 
retailing of all kinds accounted for about two-fifths of all 
trade, though the proportion was not the same in each branch 
of retailing.! It is estimated from the available statistics that 
the 3,000 largest retailing organizations together were 
responsible for rather more than a quarter of retail sales. 

The census gives a picture of the structure of retailing 
in 1950. It is too early to see how the changed economic 
conditions after the second world war will affect the structure 
of retailing. But changes are taking place. The multiples, 
and particularly the variety chains or bazaars, are forging 
ahead relatively to their competitors. The growth of large 
groups of retailing concerns is a prominent feature in City 





1 Total retail trade in 1950 was shared by the principal types of retailing organization 
in the following proportions : 
% 


Retailers with 1 shop .. _ oa 45 
Small multiples (2-4 shops) . da 11 
Medium-sized multiples (5-24 shops) oe 8 
Large multiples (25 or more ome. o* 19 
Department stores .. . a 5 
All “ private ”’ retailers ee os - 88 


Consumer co-operative societies .. ag 12 
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columns. Independent department stores are exploring the 
possibilities of centralized buying arrangements. In the grocery 
trade self-service methods have been introduced—a develop- 
ment in which both large-scale and small-scale, and both 
private and co-operative, concerns have taken their part. But 
we still have to see the self-service dress shops and petrol 
filling stations which have made their appearance in some 
American cities. 

The co-operative movement, for many years concerned 
about the concentration of its turnover in certain staple trades 
and the severe competition of the multiples, is faced with new 
uncertainties. These stem from the sallantiaanian of incomes, 
and the appearance of a new generation of shoppers who may 
or may not share their elders’ zeal for co-operation or the 
co-operative “ divi,” the level of which is falling steadily. 
All retailers are having to reconcile themselves to increased 
difficulties in the recruitment of staff. The five-day week in 
industry is a powerful counter-attraction. Finally, the shopper 
is — pe | the meaning of the freedom to shop, 
a freedom which suffered a long eclipse in the years of rations, 
“ registration ” and shortage. 

In this article it is proposed to outline the story of modern 
retailing and to consider the general forces and influences 
which have been important in shaping its structure. It is 
hoped that this will have some relevance for the critical assess- 
ment of the economics of present-day retailing, which is bound 
to be stimulated by the publication of the census findings. 


A CENTURY OF CHANGE 


At the beginning of Queen Victoria’s reign there were no 
department stores, multiple shop organizations or co-operative 
societies. Shops were small and the pace of retail business and 
of retail competition was leisurely. Long credits to customers, 
sometimes for periods of a year or longer, were common, 
particularly in the better-class trade; turnover generally was 
slow and gross margins were high. In the larger towns trade 
was sub-divided into specialized branches; poaching forays 
across the boundaries between branches were unimportant. 
The grocer did not sell tobacco or medicines and the draper 
did not sell books. Moreover, with few exceptions, the retailers 
played an active part in the preparation and presentation of 





' Available statistics suggest that, whereas before the war one in six of the workers 
in civil employment was engaged in the distributive trades (wholesale and retail), the ratio 
is now about one in eight. The volume of business handled is somewhat greater now. 
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goods for resale. Retailers were not selling so-and-so’s pots 
and pans, sugar and spice, or proprietary remedies. 

By the end of the nineteenth century all this had changed 
or was changing. The retail trades were rapidly moving towards 
their present-day structure. Many of the giant firms of today 
had already made their appearance, though some of the giants 
of 1900 are no longer here today. Department stores were 
grocers, drapers, booksellers, ironmongers and wine merchants, 
all in one; in addition, some stores catered for other needs of 
their customers, ranging from the supply of nursemaids to 
the furnishing of funerals. Multiples were growing rapidly in 
several trades, and in the larger cities it was possible to move 
from one suburb to another without having to change one’s 
grocer or chemist or tobacconist. The network of co-operative 
societies was spreading and extending geographically. 
Competition in retail markets was keen; perhaps it has never 
again been quite so pervasive and sharp and so widespread 
in all branches of retailing. Manufacturers’ brands were 
appearing prominently and increasingly on housewives’ 
shopping lists, and many of today’s familiar trade names were 
becoming recognized and well-advertised favourites. Thus a 
Birmingham newspaper reported in 1897 that :— 

As showing the progress in science during the sixty years of the 
Queen’s reign, nothing could be more remarkable than the exhibition 
of animated photographs of a portion of Tuesday’s Royal procession in 


London, which was given in our city the same evening, under the joint 
management of the proprietors of Nestlés milk and ‘‘ Sunlight” soap. 


A revolution in retailing methods and organization had 
taken place within half a century, though its full effects were 
to work themselves out in the next few decades. The earlier 
series of changes in manufacturing industry, the so-called 
Industrial Revolution, had been brought about by the energies, 
enterprise and capital of many businessmen, inventors and 
investors. By contrast, the transformation in retailing was set 
in motion not so much by the endeavours of retailers themselves, 
as by the actions of groups of organized consumers, who, by 
their deeds, expressed their strong disapproval of traditional 
retailing methods. 

Small groups of artisans or factory workers set up co- 
operative shops, following the lead of the celebrated Rochdale 
pioneers, who in 1844 opened a store to supply their basic 
wants. By 1870 there were close on a thousand societies, and 
a central wholesale society supplied one-tenth of the 
merchandise required. The rise of the working-class co- 
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operative societies, which was part of a broader development 
of working-class organizations, presented a serious challenge 
to the established trade. It was also, indirectly, the cause of 
other changes which went far beyond the working-class 
markets served by the Rochdale type of society. 

In the 1860's the practice of co-operative trading, with 
some modification, aeaiel the West End of London. Groups 
of middle-class consumers, drawn from the ranks of the civil 
service, the armed services and the professions, came together 
and decided to become their own retailers. In 1872 there 
were nineteen middle-class retail societies in London and a 
few more elsewhere. This total included the Civil Service 
Co-operative Society, the Civil Service Supply Association 
and the Army and Navy Stores. (The latter two organizations 
are still in existence, but they are no longer conducted as 
co-operative ventures.) The Haymarket was frequently 
crowded with the carriages of “ co-operators’’ who were 
visiting their society’s shop in that thoroughfare. At first the 
societies concentrated on the sale of groceries and provisions, 
like their working-class counterparts, as well as on the sale of 
wines. But they extended their range and became early 
examples of fully-fledged department stores. 

The revolt of the consumers revealed a widespread and 
critical suspicion of the prices charged and the methods 
followed by the retail trade. The success of the co-operative 
societies made it plain that many consumers were willing to 
sacrifice elaborate shopping service in return for a reduction 
in prices, whether this took the form of dividends to consumers 
or of lower retail prices. Housewives who could pay “ ready 
money” for their requirements were up in arms against the 
traditional system which made the good and quick payers bear 
part of the high costs of long credits and bad debts. Many 
were prepared to pay cash if prices were adjusted appropriately. 
It was apparent, too, that some shoppers found it convenient 
and pleasant to buy many of the things they wanted under one 
roof. To the retailers the advantages of a cash trade and of 
quick turnover at low margins of gross profit were clearly 
indicated. This type of trade enabled retailers to buy well in 
large quantities ; ready money had considerable power in the 
wholesale markets. 

Enterprising private retailers were quick to learn the 
lessons revealed by the revolt of the consumers, and to make 
experiments of their own. The more successful and adaptable 
profited greatly by taking advantage of hitherto unsuspected 
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characteristics of the behaviour and preferences of shoppers. 
Successful retailers expanded their operations, either by hand- 
ling more classes of merchandise or by opening branch 
establishments. In the 1870’s William Whiteley was laying 
the foundations of the firm which became the first “ universal 

rovider,”” and was training men who later built up other 
Goes firms. By the end of the century the department stores, 
multiples and vigorous small or medium-scale private traders 
had displaced the co-operative societies as the pacemakers of 
change and of competition in the retail trades. Henceforth, 
with minor exceptions, innovations in methods and practices 
were attributable to private enterprise rather than to the 
pioneering efforts of organized consumers. The working-class 
co-operative societies continued to grow, but they met with 
increasingly more severe and effective competition from 
private traders. 

The changes in retailing methods and organization were 
made easier by the rise of factory-packed and well-advertised 
branded goods. In itself this brought about a change in 
shopping habits and in the réle of retailers. In those trades 
in which branded goods were becoming important, the shopper 
became less dependent upon the individual retailer; the 
guarantee of quality and the counsel which the retailer could 
provide became less important to the shopper. The status of 
the retailer vis-d-vis both manufacturers and consumers was 
reduced. Little expertise or experience was required to select 
and to handle branded goods. 

To the extent that branded goods were available, the 
tobacconist did not have to master the art of selection and 
blending and the retailer of patent medicines did not have to 
be skilled in compounding and dispensing. In the 1890's, 
grocers lamented that, if the trend towards branded goods 
were to continue, their trade would become “ fatally facile” : 
“ Any untrained adventurer or group of tinkers think they can 
attempt its mysteries in a week.” The decline of “ craftsman- 
ship ’’ in several branches of retailing had set in. Impersonal 
methods of selling became feasible, and unskilled labour could 
be used in retailing. One obstacle to large-scale organization 
was removed. Moreover, what was perhaps o eatest 
importance, the traditional boundaries marking off different 
branches of retailing were not so important as before. When 
packet teas became available after tea licensing had been 
abolished in 1869, publicans and drapers took to tea-vending. 
No rare combination of training and experience was necessary 
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to enable a retailer to sell packet tobaccos, advertised soaps and 
popular patent pills in his shop. 

By the first decade of this century the changes were 
pronounced in many branches of retailing. Even though the 
total turnover of the department stores and multiples was 
smaller than it is today, the impact of their rapid growth and 
their vigorous methods was apparent over a wide field. The 
use of postal and rail deliveries spread the influence of London 
store prices as far as Leamington and Bristol; closer to 
London, the vicar of a church in Tunbridge Wells, in a sermon 
in 1888, pleaded with his parishioners to buy from their fellow- 
townsmen after he had pointed out that “ the weight of goods 
arriving at our local stations for private people exceeds that 
for the tradesmen.” 

The consequences of the rise of the multiples were drastic 
and readily visible. The architecture of shopping streets was 
changing; standardized shop-fronts took the place of the 
more homely and individual-looking shops of local tradesmen. 
Often the mercantilist cry went out that cal life was suffering 
because the multiples were taking money out of the towns and 
sending it to London head offices. Oddly enough, this lament 
was uttered at an early date in Brighton. The growth of the 
multiples may be illustrated by the statistics for Hereford, 
superficially, perhaps, not a particularly propitious town for 
multiple trading. In the 1870's all the shops in the three main 
shopping streets of the town were owned by independent 
traders. Though the total number of shops remained the same, 
by 1895 one in ten was a multiple branch shop ; in 1905 it was 
one in five. The story in other towns was much the same. In 
a group of ten towns, with an average population of 15,000, 
the number of local grocers’ shops declined from 101 to 52 
between 1890 and 1910; during the same period 28 multiple 
branches and eight branches of co-operative societies were 
opened. 

Since the first world war the changes in the structure of 
the distributive trades have been less dramatic than those of 
the preceding 75 years. Large-scale retailing continued to 
expand, though at a much reduced rate in the 1930’s. A major 
development was the growth of the so-called variety chains 
or bazaars which, once more, cut across trade boundaries and 
emphasized the attraction of sound merchandise sold at keen 
competitive prices. The so-called “ cut-price” grocery and 
confectionery shops of the 1930’s, which provided the subject- 
matter of a song of Gracie Fields, woehed on the principles of 
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cash trading, austere service, concentration on fast-moving lines, 
and low margins and prices. These features had been 
responsible for the establishment of department stores and 
multiples fifty years earlier. The fact that several of the 
established department stores and multiples had, in the mean- 
time, improved their services and raised their costs no doubt 
helped the new types of competitors to gain a foothold in the 
price-conscious market. 


THE CONTROL OF COMPETITION IN RETAILING 

The changes in retailing which were set in motion in the 
second half of the nineteenth century were a boon to shoppers. 
Competition reduced gross margins and retail prices, and 
consumers were offered a wider choice of different types of 
retail service to suit different needs and pockets. But the 
increasing competition reduced the earnings and threatened 
the security of large numbers of retailers who followed 
traditional methods of business. Some were able to copy the 
successful methods of the new competitors, but others were 
unable to adapt themselves to the drastically changing market 
conditions. To many of them it seemed that the rise of 
Leviathan trading concerns would spell the end of the small 
independent retailer. These fears may have been exaggerated, 
but the facts of the changing market were unmistakable. 
Progress and change and the growth of competition exacted 
their customary toll; the less successful competitors lost 
ground and many were eliminated. The story is common 
enough, and the sequel is not surprising. 

The embattled retailers—or the more far-sighted and 
active among them—turned their thoughts and energies to 
discovering ways and means of impeding the progress of the 
new competitors and of improving the volume and profitability 
of their own trade. It was recognized that efforts in these 
directions would not be effective unless the interested retailers 
would combine, organize and concert their forces. Only in 
this way would it be possible or likely that wholesalers and 
manufacturers would fall in with their plans. In the words of 
a trade paper in 1900 :— 

The tones of a few individuals, however dulcet and sweet, will 
not charm the soul of the manufacturer who seeks his own ends and has 
no care for his customers . . . But let the tones of the feeble be transformed 
in the clamour of the strong, and respectful attention will be shown. 

The first attempts were discouraging. Organized resistance 
to the working-class co-operatives proved fruitless, though 
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some of the incidents in the struggle were bitter and protracted. 
Again, organized retailers in London, who in 1872-3 demanded 
that the government should prohibit civil servants from taking 
part in the running of middle-class co-operatives, were 
disappointed by the Chancellor of the Exchequer. He was 
powerless to intervene; and if civil servants were allowed to 
write books in their leisure hours, he could not see why they 
should not be allowed to run shops after hours. He advised 
the traders to reform their methods and compete with the 
societies. Gladstone apparently shared this view, though when 
commenting on developments in the trade he was careful to 
say that “I speak even without the authority of a private 
housekeeper, for my engagements do not allow me to give due 
and proper attention to these matters.” 

he task of organizing retailers was difficult. Yet by 1900 
many retail trade associations had been formed, including 
several national bodies to which local groups were affiliated. In 
some trades leaders with the necessary skill, persuasiveness 
and persistence came to the fore; in others, developing 
organizations came to grief because of local jealousies or 
inadequate leadership. Gradually, with varying degrees of 
success, the different branches of retailing became organized. 
The associations embarked upon a wide range of activities. 
They made representations to government on legislative and 
fiscal changes; they organized training schemes for their 
members or their employees; they negotiated with suppliers 
on matters of common concern ; and they instituted benevolent 
schemes. One of the main objectives of most of the trade 
associations was to moderate the intensity of retail competition, 
and especially of price competition, in their respective branches 
of trade. Several associations were formed primarily for this 
purpose. The avowal of such policies naturally meant that 
those firms, large and small, which favoured the continuation 
of uncontrolled competition did not belong to these trade 
associations. 

The trade associations have worked for various types of 
trade “reform.” These have included: the elimination 
of price competition by fixing, with or without the co- 
operation of the manufacturer or wholesaler, minimum prices 
for the resale of branded goods; the cessation of sales by 
manufacturers or wholesalers direct to consumers and users 
or to organized groups of consumers (e.g., buying guilds in 
factories and offices); the reservation of the trade in certain 
goods to members of a trade association or to “ approved ” 
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retailers; the exclusion of so-called “irregular” types of 
retailing, such as parlour-shops, costermongers, and market 
stalls ; and the reduction in the number of retailers in a trade, 
or control over the setting up of new competitors. 

One cannot generalize about the achievements of the 
combination movement in different branches of the retail 
trade. Some associations have failed by a wide margin to gain 
their objectives because suppliers have refused to make 
concessions or to co-operate. Others have been able to mould 
trade practices and to regulate competition with a thoroughness 
which would have appeared utterly visionary to their founders. 
In some trades the control of competition is now well developed, 
as in the bookselling and chemists’ trades; in some trades 
“distance limit’ arrangements restrict the number of 
retailers, as in the news-agency business ; in some trades many 
manufacturers and wholesalers carefully refrain from selling to 
members of the public, whether to individuals or to groups ; 
repeated protests about “ irregular” traders have frequently 
borne fruit. And it has been estimated that about 30 per cent. 
of all sales of consumer goods have in recent years been subject 
to minimum resale price arrangements, though in some trades 
enforcement has been lax. Indirectly, retailing is also affected 
by similar controls which are operated in some branches of 
the wholesale trade. 

But although the achievements of the combination 
movement are impressive in the aggregate, it is necessary to 
keep a sense of proportion. The restraints on competition 
have been relatively unimportant in extent in the grocery and 
provision trade, in the food trades generally and in the drapery 
and allied trades. Indeed, over half of consumer purchases 
(by value) have not been subject to effectively restrictive trade 
controls. The significant achievements of the combination 
movement are concentrated in some of the remaining branches 
of retailing. 

The restrictive trade practices act as a barrier to change. 
It can be stated with some certainty that if these privately- 
administered controls on competition had been universal and 
effective a century ago, retailing practice would have acquired 
its principal present-day characteristics far more slowly, and 
the development of department stores, multiples and co- 
Operative societies would have been far slower and more 
limited. This conclusion applies especially to controls on 
price competition, because each of these three types of retailing 
enterprise gained its foothold and initial success in the market 
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largely by means of the appeal of prices which were lower 
than those of established competitors. 


GOVERNMENT AND RETAILING 


The State has not taken sides in the long and never-ending 
struggle for the support of shoppers between rival retailers 
and competing types of retailing enterprise. In this respect 
experience in this country has not been the same as that, for 
example, in the United States of America or some European 
countries, where, particularly in the depressed years of the 
1930's, governments took measures designed to strengthen the 
position of small-scale independent shopkeepers. These 
measures ranged widely. There were specific prohibitions of 
particular competitive tactics which were believed to be 
practised by some large-scale retailers (e.g., deliberate selling 
of some merchandise below cost, or securing special discounts 
from suppliers). In the United States discriminatory taxes 
were levied upon chain stores; in some States the rates rose) 
progressively with the number of branches in the firm. In 
some Continental countries legislative restrictions were imposed 
on the growth of large-scale retailing. Sometimes, too, govern- 
ment took part in the more effective enforcement of trade 
practices such as resale price maintenance. 

In this country, though appeals were often made to 
government to introduce similar measures, successive govern- 
ments have refused to intervene directly. It has already been 
noted that, in the last century, government did not accede to 
trade requests to frustrate the trading proclivities of civil 
servants. The long-drawn-out efforts of private traders to) 
persuade Parliament to bring co-operative trading “ profits ” 
within the ambit of income taxation were crowned with 
limited success only in the 1930’s. A private member’s bill, 
introduced in 1936 and designed to limit the growth of large- 
scale retailing, was counted out in Parliament. Perhaps the 
only positive result of trade agitation was the decision of the 
Postmaster General, about fifty years ago, not to proceed with 
the contemplated introduction of “‘ cash on delivery” postal 
facilities, to which provincial traders in many branches of 
retailing were bitterly opposed. The facilities were made 
available some twenty years later. In some cases local 
government bodies have been willing to control or to limit the 
trading activities of (for example) barrow-boys or market stall- 
holders. But for the independent shopkeeper the interventions 
of local councils have not always been happy ; municigas 
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trading and the procurement policies of some councils have 
been frequent sources of discontent in trade circles. 

Government policy has, of course, impinged upon the 
activities of retailers in many ways. There is no need to recall 
war-time controls, in the implementation of which retail 
trade associations played an important part. At other times 
intervention has taken the form, for example, of restrictions 
on the sale of dangerous drugs, of pure food and health 
regulations, of control of shopping hours, of controls in the 
interests of town planning and, more recently, of minimum 
wage legislation. Some of these measures have gone against 
the wishes of marty trade associations. 

Though these measures have not been designed to influence 
the competitive positions of different classes of trader, in fact 
some of them have not been neutral in their effects. For 
example, the regulation of shop hours, if effective, removes one 
of the advantages peculiar to the very smallest retailing firms— 
the extreme flexibility made possible by the fact that they do 
not rely upon hired labour. On the other hand, the compulsory 
raising of wages in the distributive trades indirectly favours 
those retailers who do not pay wages at all. On balance, the 
indirect results of central government policy have probably 
not favoured any particular group of traders. 

However, if what appears to be a trend in favour of direct 
or indirect limitation of the number of retailers should continue 
(e.g., in furtherance of town planning schemes), the results 
would be more serious. Restrictions on the number of shops, 
and on the range of merchandise to be carried by each shop, 
are common features of many new housing estates. Not only 
does such a policy involve a possible conflict between the 
interests of local authorities (e.g., the desire for ‘‘ monopoly ” 
rentals) and those of the residents (e.g., the desire for shopping 
convenience and competition), but it also opens the door to 
favouritism. Moreover, if the policy were to be carried out on 
a large scale, the organization of retailing might be radically 
changed. 

At present many retailers are shielded from the more 
serious forms of competition by well-entrenched trade practices 
which have grown up without any interference from 
government. I have in mind such practices as resale price 
maintenance, use of approved lists of dealers and private restric- 
tions on the opening of new shops. If action were to be taken 
to preclude these practices, many retailers would be ill-equipped 
to meet the challenge of vigorous competition and rapid change. 
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Some are apt to believe that it would be the small-scale retailers 
who would succumb. No doubt many of them would. But it 
is wrong to suppose that the presence of so many small-scale 
retailing firms today is solely or mainly the result of the 
protection afforded by trade practices. Many of them exist and 
flourish in branches of trade in which there are no effective 
restraints on competition. 

Those who foresee the passing of the small retailer may 
forget that the giant firms of today, with few exceptions, started 
with small-scale trading in small shops. Owners of small shops 
have at all times been among the most vigorous critics of 
restrictive trade practices which, they felt, were obstructing 
their growth. For the same reasons it is unlikely that the 
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removal of restrictions on competition would lead to monopoly | 


conditions in which individual large firms, or a few large firms 
acting together, would be able to hold consumers and suppliers 
to ransom. Retail distribution is one field in which the danger 
of large-firm monopoly is remote, provided that government 
1s not embark upon drastic restriction of the number of 
shops. 

Some few years ago a review of the structure of retailing 
would have had to include a lengthy discussion of the possibility 
of large-scale government participation or intervention in 
distribution. Now the likelihood that distribution as a whole 
will be nationalized or State-regulated is slender, though these 
measures are not without influential supporters. Basically, the 
proposals for root-and-branch reform of 
on two assumptions: first, that retail traders have been in- 
competent and unenterprising, and generally unable to bring 
down the costs of distribution while satisfying the needs of 
their customers; secondly, that the average shopper-in-the- 
street is unable to look after himself or to make the most of 
the shopping opportunities open to him. These assumptions, 
if they were valid, would provide a prima facie case for 
paternalistic State intervention to help both consumers and 
suppliers. 

I do not think that the general validity of the two proposi- 
tions can be established or derived from the history of retailing. 
What limited validity they may have in particular branches of 
retailing is very largely the result of the private controls on 
competition which have already been discussed. 

Through the years the retail trades have included many 
individual retailers who have displayed considerable enterprise 
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and varying shopping requirements of the shopping public. 
If one bears in mind the essentially personal nature of retail 
trade and the limited scope for mechanization, the record of 
progress and change in retailing can bear comparison with 
that in other branches of economic activity. Except where it 
has been obstructed by controls, competition has regularly 
weeded out the unsuccessful and ill-adapted; and the open 
door into retailing has let in a constant stream of people with 
new ideas or with a belief, sometimes misguided, in their 
capacity to please customers. It may well be that the costs of 
retailing would have been lower if there had been complete 
State control, and the structure of retailing might have looked 
tidier and more orderly. But the test of efficiency in retailing 
does not lie in the level of costs or in the orderliness of the 
retailing scene. 

The view that shoppers in general are poor judges of the 
quality of service and the attractiveness of the prices of rival 
retailers is greatly exaggerated. People certainly are liable to 
occasional lapses in their shopping activities, as they are in 
their other activities. But by and large the vigilance of 
shoppers, their careful discrimination and their willingness to 
try new methods of retailing have served as constant spurs to 
enterprise and efficiency on the part of retailers. It has been 
shown that what may be called the modern developments in 
retailing were initiated by militant groups of ‘lissatishied 
consumers. The persistence of buying guilds shows that skill 
at organization and bargaining has not died out. These are the 
more striking examples of the ability of shoppers to further 
their own interests. 

At the same time, the free choice of shoppers and the 
pressures of competition have not produced a dull uniformity 
of retail service at the cheapest possible level. In the drapery 
and allied trades, in which private controls on competition 
have been limited, the shopper is able to select from a wide 
variety of shops, with amenities and services ranging from the 
most elaborate to the barest minimum and with merchandise 
ranging from the latest fashions and the finest fabrics to the 
mass-produced best-sellers. 

The economist, no doubt, can find fault with the controls 
affecting competition in some branches of retailing ; but even 
if his criticisms are valid, no radical transformation of retailing 
is necessary to meet them. The efficiency expert, no doubt, 
can point to instances of apparent waste in particular firms ; 
but there is no branch of economic activity where inertia or 
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attention to other problems does not prevent the fullest technical 


efficiency in all respects all the time. The social reformer may | 


be worried about particular black ts in the vast field of 
retailing ; again, these require specific treatment, not general 
change. Finally, the housewife grumbles when prices are high 
and puts the blame, usually mistakenly, on the retailer. But 
it is doubtful whether many shoppers would relish the idea of 
any far-ranging disturbance of the present organization of 
the retail trades, particularly if it involved limitation of choice, 
limitation of variety, and reduction of competition. 
Bast YAMEY. 
The London School of Economics. 
December, 1953. 


Publications Received 


COLONIAL MONETARY CONDITIONS 
By Ida Greaves (H.M. Stationery Office. Price 5s.) 

“In general,” points out Dr. Greaves, “ writers about the colonies have 
omitted the subject of money, and writers about money have ignored the colonies.” 
This work, published in the Colonial Research Studies series, is an admirable attempt 
to redress the balance. 

In an historical setting, Dr. Greaves discusses the main strands in the monetary 
pattern of the colonies: the currency authorities, working under statutory regula- 
tions ; the commercial banks, usually branches of banks with their head offices in 
the United Kingdom or the Dominions ; and the finances of colonial governments, 
based on facilities enjoyed in the London market. 


SHOEMENDERS 
By Edith Ryley Richards (Allen & Unwin. Price 9s. 6d.) 

Forty-five years ago Mr. Harry Payne started a shoe-repairing business in a 
small shop in Birmingham ; today the firm of Harry H. Payne Ltd. has 120 retail 
shops in Birmingham and the Midlands and can deal with a million shoe repairs in 
six months. In this story of success, “‘ a study of goodwill in industry ’’, a great deal 
has been due, Mrs. Richards shows, to the principles by which the firm has been 
managed: its practices of co-partnership and profit-sharing and the confidence 
developed between management and workers. 


FINANCE FOR EXPORTS 
(The Credit Insurance Association Ltd.) 
A survey of a problem of increasing importance, which confirms that our bank- 
ing and financial systems can provide adequate finance for exporters although “ these 
financial facilities are not as widely known as they should be.” 


AUSTRALIA’S CONTINUING DEVELOPMENT 
(Australia & New Zealand Bank Ltd.) 

This booklet, a sequel to Industrial Australia, gives a brief, but comprehensive, 
outline of the Australian economy today—the numbers of her people, her primary 
and manufacturing industries, trade and transport, finance, with a final chapter on 
“ The Social Pattern’. There are a number of useful diagrams and tables. 

J. R. W. 
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Statistics : Explanatory Notes 


Exports.—During most of 1952 and 1953, as will be seen from the chart on 
page 46, our exports have been running, in terms of volume, somewhat below the 
1950 level. Those of France and Belgium make a rather better showing, while in 
the special case of Germany there has been an expansion of about two-thirds. 


U.S. Trends.—In November, industrial output in the United States, adjusted 
for seasonal variations, was about 6 per cent. below the peak levels of the spring. 
This was due to the decline in output of durable goods, notably steel. 


Personal Consumption.—In the first nine months of 1953, the volume of 
personal consumption was appreciably higher on the year. Household goods show 
the largest increase, with a rise of over 14 per cent. 


Manpower.—Employment in the engineering, metals and chemicals group 
has shown little change, on balance, since the end of 1951. Recently, textiles and 
clothing have been taking on workers again after the 1952 slump, while employment 
in other consumer goods industries has also been expanding. Unemployment has 
been running somewhat higher than in 1951 but is now increasingly of a short- 
term character. 


Rents.—As will be seen from the charts on page 50, rents (including rates) 
have risen little since 1938, and in 1952 accounted for only 7 per cent. of total 
personal expenditure, against over 11 per cent. in 1938. Meanwhile, the cost of 
repairs and maintenance has more than trebled. 


Savings.—It is estimated that in 1952, for the first time in some years, persons 
and “‘ unincorporated businesses” (farmers, professional men and traders other 
than companies) achieved a positive amount of net savings after providing for the 
maintenance of physical capital and for death duties. National savings are still 
negative, though the amount remaining invested is equivalent to about £120 
per head of the population. 


U.K. Shipping.—New merchant shipping orders have fallen sharply in the last 
two years from the peak touched in 1951. Tonnage under construction in the U.K. 
has shown little material change, and as a percentage of the world total it is now about 
back to the pre-war figure. Tramp shipping freights are now fairly steady, following 
the boom in 1951. 


Security Yields—The movements associated with the changes in Bank Rate 
since 1951 are brought out in the chart on page 53. It will be seen that since the 
middle of 1952 there has been a decline in the yield of gilt-edged and industrials 
which has been particularly marked in recent months. 


Butter and Margarine.—Some of the salient facts relating to our supplies and 
consumption of these two fats are brought out in the charts on page 54. Average 
butter consumption per head fell by about 6 lb. a year between 1950 and 1952, to 
less than half the pre-war level. Even so, it has been consistently higher than in the 
U.S.A. Our average consumption of margarine, in contrast, has almost doubled 
Since 1938. 
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